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ABSTRACT
Prior to the mid-1970's enactment of federal tax incentives designed to dove-tail the interests of
developers and preservationists, the plight of historic structures seemed bleak. Recognizing that
preservation had become a national imperative that could not be accomplished in a meaningful
way without significant private investment, the federal government enacted a tax incentive
program to encourage developers to rehabilitate, rather than eliminate, historically significant
commercial buildings. In brief, the tax legislation attempted to make preservation profitable
despite the additional costs and the sacrifice of leasable space.
The financial performance of buildings rehabilitated for tax credit has not been examined in the
United States. Whether these buildings gamer higher rent or attain higher occupancy rates as a
consequence of their architectural and historic appeal remains unclear. Answering this question
is critical to an understanding of the full economic value of rehabilitation tax incentives and is the
basis of this thesis study.
Twenty-six historic properties located within fifteen different metropolitan markets in thirteen
states were compared against their respective modern counterparts on the basis of asking rent,
occupancy rates, and rent capture rates to address the hypothesis. It was determined that the
historic set did not perform as well, on average, as the competitive set in any category. General
explanations for their underperformance are examined and recommendations are offered for
future study that could confirm or challenge these initial results.
Thesis Supervisor: William C. Wheaton
Title: Professor, Department of Economics
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INTRODUCTION
To the staunch preservationist, the term "historic preservation" represents a cultural edict; a
drive to maintain the inspirational architecture and quaint streetscapes that the current era of
prefabricated homes and design-build fast tracking is unlikely to reproduce. Many appropriate
motivations drive this passion for preservation, including a genuine concern for a society that
might otherwise be condemned to a cinder block and concrete environment bereft of creative
inspiration. Historic preservation also serves as a fitting tribute to our ancestry, who built,
largely by hand, the cities in towns in which we live. Importantly, a mandate for historic
preservation sends a clear message that this country's architecture is a public good, and that
the dilapidation or destruction of architecturally significant buildings in any community, rich or
poor, degrades us all.
Conversely, the term "historic preservation" often carries negative connotations for the real
estate developer. It can mean the sudden disruption of complex, time-sensitive plans and the
additional legal expenses that result from successful lobbying by preservation groups. For many
developers, the thought of lost space potential, detail intensive architectural fees and
conformance to federal standards for rehabilitation is unpalatable. Additionally, the existing
footprints and dimensionality of historic buildings are frequently incompatible with those required
to accommodate the needs of highly desirable tenants1. Real estate developers are compelled
to pursue every profit maximizing opportunity and to ensure that credit-worthy tenants quickly
absorb their space at market rents. In terms of development strategy, this has traditionally
meant locating on a prime piece of undeveloped or underdeveloped land with sufficient access
to local highways and qualified workforces. Additionally, these economic factors have
encouraged the razing and redevelopment of densely populated urban areas that could support
higher floor to area ratios than those of existing structures.
To the peril of historically significant buildings, private capital investment decisions are typically
made solely on the basis of economic variables including initial costs, cash flows, risk,
appreciation, liquidity, and the availability of other competitive opportunities. Prior to the mid-
Investment Property Databank (2002), The Investment Performance of Listed Office Buildings: 2002
Update, English Heritage and The Royal Institute of Chartered Surveyors, London, p. 7. Unless
Otherwise noted, all citations from "The Investment Performance of Listed Office Buildings:2002
Update" will be cited hereafter as IPLOB.
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1970's enactment of federal tax incentives designed to dove-tail the interests of developers and
preservationists, the plight of the latter seemed bleak. Recognizing that preservation had
become a national imperative that could not be accomplished in a meaningful way without the
influx of private investment, the federal government enacted a tax incentive program to
encourage developers to rehabilitate, rather than eliminate, historically significant commercial
buildings. In brief, the tax legislation attempted to make preservation profitable despite
additional costs and the sacrifice of leasable space. By ensuring that the total economic value
of the rehabilitated asset met or exceeded the project's total expenditures, the tax incentives
effectively converted historic structures into investment vehicles. To date, these incentive
programs have proven extremely successful, spurring investment of several billion dollars since
their introduction2• The capital of public, non-profit, and charitable interest groups would have
been insufficient to save the majority of historic buildings deemed worthy of rehabilitation, as
most of the historic properties rehabilitated utilizing the federal tax credit program can be
categorized as commercial investment properti.
The National Park Service oversees the administration of tax credits, and meticulously
documents the physical rehabilitation, conformance to rehabilitation standards, and financial
details for each project garnering favorable tax consideration. However, the financial
performance of these buildings once placed in service has not been examined. In the United
States, anecdotal evidence suggests that rehabilitated workspace in historic commercial
buildings is less sterile than that in modern buildings, perhaps more conducive to creative
thought, more attractive to potential employees, and a more enjoyable place to work4• Whether
these buildings garner higher rent or attain higher occupancy rates as a consequence of such
attributes remains unclear. Answering this question is critical to an understanding of the full
economic value of rehabilitation tax incentives. Objective data demonstrating superior earnings
could trigger explosive interest in historic property rehabilitation, and ensure the continued
protection of our country's national treasures.
2
3
4
National Park Service (2002), Federal Tax Incentives for Rehabilitating Historic Buildings: Statistical
Report and Analysis for Fiscal Year 2002, Summary by Technical Preservation Services, National
Park Service, Washington, D.C., p. 3.
Rypkema, Donovan (1991), 'The Investor Looks at a Historic Building', Proceedings of the Third
American Monuments Forum, World Monument Fund, New York, New York, p. 1. Unless otherwise
noted, all citations from "The Investor Looks at a Historic Building" will be cited hereafter as Rypkema.
Rypkema, p. 3.
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Given the relative scarcity of historic properties, and assuming demand equivalent to that for
new construction, rehabilitated space in historic buildings should command higher rents if it can
offer similar, modern amenities such as elevators and air conditioning. The research
documented in this thesis project will attempt to either confirm or reject this hypothesis by
comparing the rental and occupancy rates of twenty-six historic buildings rehabilitated since
1995 against their modern counterparts in fifteen metropolitan regions throughout the nation.
For the purposes of this research, it will be assumed that the total costs per square foot incurred
in placing a building in service, exclusive of tax credit adjustments, are roughly equivalent for
quality new building product and certified historic product5. The tax credits serve as
compensation for slightly greater construction costs; lost locational opportunity (as the building
must remain where it was originally built), and the wider gap between net to gross floor area
ratios6• The success of the tax incentive program provides further evidence for this assumption.
Tax incentives have been utilized in the rehabilitation of over 30,000 buildings during the past
28 years, frequently by repeat applicants. If the allowances were not sufficient to compensate
investors for the additional expense and disadvantage associated with historic work, it is unlikely
that the programwould have generated this substantial level of participation.
Should this hypothesis prove true, historic properties would become more attractive as an asset
class and real estate holding companies would likely add this type of property to their office
portfolios as a matter of course. It may even give rise to REITs that invest exclusively in historic
office buildings; those that master the procedure for architecturally sensitive rehabilitation and
develop proficiency in returning buildings to service. Most importantly, the profitability of historic
buildings will drive more private capital into the historic preservation market, and extend the
geographic reach of preservation efforts.
If the data demonstrate that the rent from historic office buildings is greater than that from
contemporary office buildings, the social ramifications are potentially very significant. Older
cities and towns that have suffered from urban flight and the relocation of core businesses might
5
6
This assumption is based on the thesis findings of Donovan Rypkema while a graduate student at
Columbia University. In his dissertation on the relative costs of historic rehabilitation and new
construction, he found that the overall costs differed little.
Rypkema, Donovan (2004), RE: Thesis Question [online] Message to: Melissa E. Kroeger. Sent 14
June 2004.
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garner renewed investor enthusiasm that could draw those businesses and tax revenue back.
In this age of urban master planning, where consideration is given not just to individual
buildings, but to the blocks and neighborhoods in which they reside, historic properties may
serve as catalysts encouraging urban renewal activity in entire neighborhoods. The residents of
these communities would benefit tremendously from the increased economic activity, tax base,
safety, home prices, job creation, and community pride. Additionally, recognizing that
dilapidated historic commercial centers in impoverished towns have greater value than
previously thought, town planners might be less inclined to permit the development of green
space and become more proactive about revitalizing the original center.
Unfortunately, validation of the hypothesis might also cause closer scrutiny of the tax incentives
allowable under the law. If interpreted to suggest that private investors were profiting
excessively from unwarranted tax credits, such information could prompt a reduction in the level
of allowable tax incentives. However, additional consideration should be given to the broader
social benefits of historic preservation. Extended segments of the public directly partake in the
social, aesthetic, and economic advantages that result from revitalizing historic commercial
buildings; advantages that are exceedingly difficult to quantify? It has already been shown that
tax incentive reductions reduce interest in historic office building rehabilitation. There was a
drastic reduction in the number of projects and the total investment in rehabilitation in the years
after 1986when the legislature decreased the historic preservation credit from 25% to 200/0,and
imposed several other restrictive clauses that lessened the attractiveness of this type of
investment.
The Investment Property Databank (IPD) in London conducted the only significant quantitative
study of historic office building performance in 1993. This report on office space in the United
Kingdom, "The Investment Performance of Listed Office Buildings", was subsequently updated
in both 1999 and 2002. The dearth of statistical data pertaining to landmarks in the United
States has lead to widespread anecdotal speculation amongst preservationists. This novel
analysis of hard data will serve as the foundation for future study in the historic preservation
space.
The research undertaken by this study is expected to confirm that historic office buildings
command higher rents than their modern counterparts. If this hypothesis proves untrue, it can
7 Rypkema, p. 3.
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reasonably be concluded that tenants do not place a premium on architectural detail or historic
interest. Tenant willingness to rent space in such buildings might merely derive from its
availability at market or below market rents. This result would suggest that the rates of return
on historic buildings are consistent with their respective commercial office markets, but can not
be considered unusually profitable.
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HISTORY OF THE REHABILITATION INVESTMENT TAX CREDIT
In 1976, eight years after tax incentives for historic structures were first proposed to the
legislature; Senator J. Glenn Beall of Maryland successfully introduced "The Historic Structures
Tax Act" as an amendment to the Tax Reform Act then under consideration by Congress.
Amidst the language addressing nearly 200 tax-related issues including foreign bribes, state-
conducted lotteries, and income from state fairs, the rehabilitation of historic buildings made its
first appearance as a national objective7• Introduced during the Bicentennial Year, the
amendment was supported by the members of Congress who embraced the objectives of the
provisions which included: encouraging the preservation of historic buildings and structures
certified by the Secretary of the Interior, strengthening the country's sense of national unity and
purpose, preserving history, reinvigorating urban communities, making open space available for
use by citizens, and protecting the environment8. In addition to the obvious benefits enjoyed by
cities and towns where buildings would be preserved, Senator Beall asserted that additional
benefits, such as job creation, energy conservation, and urban revitalization, would accrue as a
result of the measure. As declared by the Joint Committee on Taxation when referring to the
enactment:
Congress believes that the rehabilitation and preservation of historic structures and
neighborhoods is an important national goal. Congress believes that the
achievement of this goal is largely dependent upon whether private funds can be
enlisted in the preservation movement. Tax considerations have an important
bearing on whether private interests are willing to maintain and rehabilitate historic
structures rather than allow them to deteriorate or replace them with new
buildings9•
7
8
9
Auer, Michael (2003), The Rehabilitation Tax Incentives Program: Legislative Background and
Analysis Summary, Report by Heritage Preservation Services, National Park Service, Washington,
D.C., p. 2. Unless otherwise noted, all citations referencing this document will be hereafter cited as
Auer.
Auer, p. 4
Staff of the Joint Committee on Taxation, General Explanation of the Tax Reform Act of 1976.
Reproduced in Auer, p. 1.
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Fundamental to achieving the amendment's primary goal of rehabilitating historically important
buildings in a manner that retains their "significant" character, the Tax Reform Act required that
the Secretary of the Interior certify that rehabilitations had met their standards. A "certified
rehabilitation" is the "rehabilitation of a certified historic structure which the Secretary of the
Interior has certified to the Secretary [of the Treasury] as being consistent with the historic
character of such property or the district in which such property is located,,10. The tax incentive
was extended only to buildings used in a trade or business or those buildings held for rental
purposes. These restrictions remain, serving as the foundation of the tax incentive program
despite the numerous modifications that have been made to the original legislation.
As detailed in the Tax Reform Act of 1976 (Public Law 94-455), historic certification of a
structure is a prerequisite for any tax credit and is the necessary first step in the credit approval
process. Under this initial version of the tax law, individuals or organizations undertaking the
rehabilitation of certified historic structures were entitled to a five-year amortization of qualified
expenditures or accelerated depreciation of substantially rehabilitated historic structures.
Importantly, the Act eliminated a prior allowance for demolition write-offs, which had effectively
encouraged the demolition of historic structures. For buildings constructed on the site of a
former historic building that had been demolished or substantially altered from its original
condition, depreciation allowances were limited to straight-lining over the useful life of the
building 11.
The Revenue Act of 1978 (Public Law 95-600) considerably increased the incentive to
rehabilitate historic structures when it introduced a 10% dollar for dollar tax credit to be applied
against tax obligations that could be carried back three years and forward seven years. The
credit was available for buildings that had previously been in service for a period of twenty years
prior to rehabilitation as well as for certified historic structures. Congress also introduced a
smaller tax incentive for older buildings deemed worthy of credit for sensitive rehabilitations, but
that would not otherwise be considered historic (non-historic). The Secretary of the Interior
introduced a "wall test" requiring that 75% of the existing external walls must remain intact in
both historic and non-historic buildings in order for rehabilitation expenses to be eligible for the
10 Auer, p. 2.
11 Auer, p. 4. At that time, there was no set number of years over which the buildings were required to
be depreciated using the straight-line method. The depreciation period was estimated to be the useful
life of the building as determined by the taxpayer.
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tax credit.12 The previous stipulations concerning amortization schedules outlined in the Tax
Reform Act of 1976 remained valid until the Economic Recovery Tax Act of 1981 repealed
them.
With the Economic Recovery Tax Act of 1981 (Public Law 97-34), the tax credit allowance was
further refined to recognize three different tiers of building classification on the basis of a
building's age. Certified rehabilitations of certified historic structures became eligible for a 250/0
tax credit; non-historic buildings over 40 years old were eligible to receive 150/0of their
rehabilitation costs as a tax credit, and buildings between the ages of 30 and 39 years remained
eligible to reclaim 100/0of their expenses in dollar for dollar tax credit. All qualifying renovations
under this Act were also entitled to a 15-year straight-line depreciation scale13.
In 1982, the legislature adopted the Tax Equity and Fiscal Responsibility Act which reduced the
depreciable basis of all historic buildings that had successfully attained a 250/0tax credit by one-
half of the amount of that credit. Further reducing the appeal of the tax program, the Tax
Reform Act of 1984 extended the depreciation period of these buildings from fifteen to eighteen
years. The eighteen year standard was subsequently modified to nineteen years. In addition,
the Act deemed all historic structures in service for tax-exempt uses ineligible for any level of tax
credit14.
The most recent iteration of the Rehabilitation Investment Tax Credit, The Tax Reform Act of
1986, places greater emphasis upon, and preference for, activity that promotes historic
preservation as compared to rehabilitations orchestrated solely for economic purposes. The Act
introduced a two-tier system that distinguishes between rehabilitations that provide a common
good, and those that primarily benefit the property owner. Under the new eligibility guidelines,
only non-historic buildings built before 1936 remained eligible for the 10% tax credit, while the
tax credit allowance for certified historic structures was reduced from 25% to 20%. The renewed
emphasis on preservation is apparent in the law's denial of any tax credit for rehabilitations that
are performed without the required certification from the Secretary of the Interior15• In addition,
12 Auer, p. 4.
13 Auer, p. 4.
14 Auer, p. 5.
15 Auer, p. 5.
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a basis reduction equal to 1000/0 of the Rehabilitation Investment Tax Credit is required for
depreciation purposes.
For historic structures, the wall retention standard was replaced with the requirement that the
rehabilitation meet with the Secretary of the Interior's stringent standards. Non-historic buildings
must continue to abide wall retention requirements, though these have been modified to
accommodate a wider range of redevelopment proposals. The modified requirements include:
maintenance of 750/0 of the original exterior walls as either exterior or interior walls within the
newly proposed design, retention of 50% of the exterior walls as exterior walls, and
maintenance of 750/0 of the original, internal structural framework16.
While the wall retention requirements differ for historic and non-historic buildings, both
categories must satisfy the Substantial Rehabilitation and Prior Use stipulations. To qualify as
substantial, the applicable rehabilitation expenditures must be incurred with the 24 month period
preceding the building's placement in service. A longer, 60 month redevelopment period may be
approved if the project is expected to occur in at least two phases. During this period, qualified
expenditures must exceed the greater of $5,000 or the adjusted basis of the building. Adjusted
basis is defined as the initial cost of the building, but not the cost of the land, increased by
capital expenditures and decreased by annual depreciation17. To satisfy the Prior Use
Requirement, historic structures must have been in use as buildings upon their certification by
the National Park Service (as opposed to use as trolley cars or boats). For non-historic
structures applying for the tax credit, the law requires that the building be in use as a building
prior to 1936.
The Historic Investment Tax Credit distinguishes between rehabilitation expenditures that
qualify for the credit and those that do not. Expenditures that qualify include; rehabilitation
costs, construction loan interest and taxes, professional fees for legal, development,
architectural and engineering services, and general administration expenses. Land and
acquisition costs and expenses associated with land acquisition such as interest, taxes, and
brokerage commissions do not qualify for credit. Additionally, expenses incurred preparing and
16 Touche Ross & Co. (1987), Preserving America's Heritage: The Rehabilitation Tax Credit, (Brochure),
Cleveland, p. 3. Unless otherwise noted, all citations from the Touche Ross brochure will be hereafter
cited as Touche Ross.
17 Touche Ross, p. 2.
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finishing the grounds of the property and costs assumed enlarging the original structure are also
not applicable18. The tax credit is subject to a full or proportionate recapture if the owner sells,
exchanges, or converts the property to personal use within five years of claiming the credit.
With these more stringent applications of the law in place, qualifying rehabilitation activity
dropped off considerably from a remarkable high of approximately 3,200 approved projects in
1984 to approximately 1,000 in 1989. Much of this decline is also directly related to economic
conditions during that period that did not favor real estate investment. However, since 1989, the
number of projects approved annually has remained relatively constant, ranging from 500 -
1,300, while the total investment in these projects, normalized for 2002, has risen exponentially
since 1994 and totaled $3.2 billion in 2002 despite the economic downturn experienced in the
commercial real estate market from 2000 - 2004. History has demonstrated that it is not
advantageous to the nation's preservation effort to reduce the tax credit.
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LITERATURE REVIEW
In 1993, reacting to concerns that real estate developers underestimated the investment value
of historic buildings, English Heritage 19 and The Royal Institution of Chartered Surveyors (RIC)
commissioned a study by Investment Property Databank (IPD) entitled "The Investment
Performance of Listed20 Office Buildings" (IPLOB). That study, which investigated the
performance of listed historic buildings in the U.K., was subsequently updated in 1999 and
2002. The results of the 2002 study will serve as the foundation for this study of office buildings
in the U.S. The IPD data pertaining to listed building rental rates and their hypotheses
explaining total return volatility are directly relevant to this thesis work.
As a research firm, IPD devotes its resources exclusively to the objective collection,
measurement and analysis of real property. The company neither participates in the real estate
investment market nor does it counsel others on doing so. Based in London, IPD employs over
100 professionals with varied backgrounds including economists, surveyors, statisticians and IT
specialists. The firm has assembled portfolio records from over 500 major property investors in
12 countries into a database of 35,000 properties with a combined market value of £400 billion
at the end of 200221•
The IPLOB report, prepared by IPD's Portfolio Analysis Service group, identified all listed office
buildings within its database and tracked the financial performances of those buildings against
comparable unlisted office buildings over the twenty-one year period from 1981 to 2001. The
listed buildings accounted for approximately 100/0of the sample and the combined value of the
buildings within the sample was over £30b. The study investigated several performance
measures, including annual rental return, capital appreciation, and total return (a measure of
both rental return and capital appreciation). The study evaluated the performance of listed office
19 English Heritage is the United Kingdom's approximate equivalent of the National Park Service in the
United States, advising the government on the country's historic environment. The public organization
is empowered by the National Heritage Act and is sponsored by the Department for Culture, Media
and Sport (DCMS).
20 The term "listed" in the U.K. is synonymous with the term "registered" in the U.S.
21 Investment Property Databank, "Company Overview", 2002
<http://www.ipdindex.co.uk/about_ipd/index.asp>
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buildings countrywide, and then divided the sample regionally, categorizing buildings as either
within London or in provinces outside of London.
The collection of listed office properties in the U.K. was found to outperform the unlisted
buildings over the twenty-one year period with an annualized total return of 9.7% as compared
to 9.40/0,on average. From 1981 to 1989, the annualized total returns of listed buildings were
fully 1.5 points above those of unlisted buildings each year. However, during the subsequent
three years, when Britain was suffering a pronounced economic downturn in its property market,
the trend was reversed. During that period, from 1990 - 1992, the posted total returns for the
listed buildings in the study lagged behind their unlisted counterparts by 3.60/0 per year. The
study attributes this reversal to the plummet in rental values experienced by all office buildings,
but more markedly by the listed buildings where rental values fell by 16.30/0; 5.2 points more
rapidly than unlisted buildings. From 1992 - 2001, listed office buildings were again found to
outperform unlisted office buildings in eight of ten years. Extremely strong rental growth spurred
a five year streak of out-performance in total returns concluding in 2001. In 2001 alone, rental
values rose by 6.5% as compared to the 3.80/0 growth experienced by unlisted buildings
prompting the deduction Uthat listed offices continue to attract greater tenant demand than
unlisted offices"22.
The London-only portion of the sample yielded similar results in terms of trends and
performances. Over the twenty-one years surveyed, listed office buildings in London returned
9.8% in total on an annualized basis each year, as compared to the 9.50/0 in total returned by
unlisted office buildings. Dominant performance was exhibited in fourteen of the twenty-one
years examined and was consistent from 1980 - 1989, a time during which yields23 were rising
in the U.K.'s commercial real estate market. The yields of listed buildings were slower to rise
and account for some segment of the overall favorable valuation and returns. Listed office
buildings underperformed in London from 1990 - 1992, owing to a more significant decline in
rental rates that drove total returns even lower than those reported for unlisted buildings during
the economic downturn. Underperformance was also documented in 1993 and 1996.
22 0IPL B, p. 4.
23 In the IPLOB report, yields are defined as the discount rate which equates the future income
flows to the current gross capital value.
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Rebounding steadily from 1997 - 2001, the annualized total returns were catapulted to a robust
15.1% per year; outperforming unlisted buildings by 1.3 points. IPD again identified faster rental
growth in listed buildings as the cause despite their more unfavorable yield movements during
this time. In terms of investor appeal, listed buildings had lost the prime status ascribed in the
1980's and equivalent yields were reported at 0.5 points above unlisted buildings. Despite this,
overall returns continued to be higher for listed than unlisted buildings, except in 2001, a trend
attributed to strong rental growth, "signaling that tenants still value the kudos of a listed
office"24.25However, the current value of listed offices to investors is another question. The
volatility exhibited by the dramatic fluctuation in annual returns may be the cause of recent
investor withdrawal from the listed office market. IPD has reported that over £500 million was
shifted out of the London listed office market while that unlisted market was the benefactor of
£2.79 billion from 1997 - 2002.
In the provinces outside of London, listed buildings have not demonstrated clear advantage over
unlisted buildings in total returns during the twenty-one years evaluated. The two categories
performed equally well, reporting identical total returns of 9.00/0each year on average. However,
from 1981 - 1989, listed buildings did out-perform unlisted buildings, posting annualized returns
of 13.3% as compared to 12.1%. Additionally, when the commercial real estate downturn
gripped the country, rental rates in listed buildings were slower to drop allowing the category to
outperform again with posted total returns a full 1.3 points higher than the unlisted category.
From 1993 to 2001, listed office buildings have consistently underperformed by 1.5% per year
on an annualized basis as their rental rates have not returned to levels achieved in 1992. The
study attributes this occurrence to the boom in the late 1990's within the Technology, Media and
Telecommunications (TMT) industry that increased demand for modern facilities and diminished
demand for historic buildings. In terms of volatility, the market in provinces outside of London
exhibited a more consistent risk pattern that paralleled that of the unlisted market more closely.
In 2002, when the study was re-cast, listed offices in London had a vacancy rate of 6.1% that
exceeded that of unlisted buildings by .9%. Outside of London, the vacancy rates were even
more disparate; 6.8% for listed buildings versus 4.7% for unlisted buildings. Additionally, due to
24 IPLOB, p. 6.
25 This assertion must be tempered, however, by noting that the sample of listed offices in London is
concentrated in the West End, a neighborhood known for its historically high rents, while a large
percentage of the unlisted buildings was tenanted by City offices which traditionally pay lower rents.
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their respective rates of over-renting26, London's listed buildings were expected to increase their
rental income by 18.90/0 if rental rates remained consistent; while the city's unlisted buildings
were expecting a jump of 23.8%. It is noted that this disparity would be obviated if the growth in
the rental rates of listed buildings continue to dominate those in unlisted buildings. Outside of
the city the reverse is true. The rental income would be increased by 18.40/0compared to 9.3%
for unlisted buildings if rental rates remain unchanged.
In summary, the 2002 IPLOB study demonstrated that the U.K.'s listed offices outperformed
unlisted offices from 1981 - 2002 as a result of accelerated rental rate growth. Regionally,
London's listed offices achieved notably higher returns during this period, but this is largely
attributable to the location of these buildings in the prestigious West End neighborhood and the
tenancy of unlisted buildings by City offices. Outside of London, the financial performance of
listed buildings has paralleled that of unlisted buildings during this same period despite their lack
of appeal to high-tech tenants during the late 1990's. After the technology sector crash that
spanned 1999 - 2000, listed offices in these provinces suffered less and posted significantly
higher returns in 2001 and 2002. However, despite indications that listed office properties
represent a sound financial investment, investors have pulled considerable capital out of this
market in recent years and invested heavily in the unlisted market. The study postulates that
investors perceive greater risk in London's listed market, accompanied by only modest yield
premiums over unlisted offices. IPD will track this trend to determine if the premium is great
enough to attract investors back to the market in the future.
Pertaining to the proposed thesis, the IPLOB study buttresses the hypothesis that higher rental
rates can be achieved with registered properties in the U.S. Despite the fact that the IPLOB data
is based on a small, heterogeneous sample, a clear pattern of robust, and often outstanding,
performance was demonstrated. This data suggest that preservation and rehabilitation is as
much a benefit to investors as it is to the country's citizens, but audiences must remain
appreciative of the potential bias inherent to the study's sponsors. The study also strongly
suggests that the success of historically significant office buildings is multi-factorial, making it
difficult to determine which, if any, characteristics inherent to a building relate to improved
performance. The market-beating returns of listed buildings located within London, contrasted
with the market-level performance of listed buildings outside of London, would suggest that the
26 Over-renting is defined in the IPLOB study as a condition whereby current market rents have
fallen below the rental rates of leases already in place.
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local milieu and the financial vigor of the tenant base are as fundamental to the success of the
investment as the structure itself. To the advantage of listed structures, restrictive covenants
that may preclude participation in profit-maximizing leasing trends also obviate participation in a
trend's collapse. The consistent appeal to office tenants appears to ensure that listed buildings
will continue experience healthy rental returns and high occupancy rates. However, given their
pattern of return and range of volatility, it can be reasonably concluded from this study that
historic buildings should be considered long-term investments as true profitability can not be
accurately assessed on an annual basis.
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METHODOLOGY
This study solely employed quantitative data to test and illustrate findings. Empiric data was
collected from two sources; the Heritage Preservation Services (HPS) division within the
National Park Services department located at 1201 Eye Street in Washington, DC, and Torto
Wheaton Research (TWR) located at 200 High Street in Boston, MA. These informational
sources were chosen because of their ability to provide accurate, current information concerning
recently rehabilitated historic office structures that could be effectively synthesized to prove or
disprove the hypothesis. Data from each source was queried to include all relevant building and
market information without bias.
Heritage Preservation Services serves as the federal office exclusively charged with identifying,
protecting and preserving historic properties within the United States. HPS is responsible for the
oversight of certified historic rehabilitations, ensuring their conformance to standards set by the
Secretary of the Interior. This office also jointly manages the administration of the historic
rehabilitation tax credit with both the Internal Revenue Service and State Historic Preservation
Offices27•
Torto Wheaton Research, a research and investment strategy consulting firm has skillfully
analyzed commercial real estate markets in the U.S. and Canada for over twenty years. By
partnering with well respected real estate professionals, TWR has compiled a proprietary,
property-level database containing transaction details, quarterly asking rents, and quarterly
occupancy rates for thousands of office buildings dating back to 1988 and covering many major
metropolitan cities28•
A list of buildings that have successfully secured historic rehabilitation tax credits was generated
for use in this study by Michael Auer and Dahlia Dandridge of Heritage Preservation Services
under the federal Freedom of Information Act. The HPS database of projects can be queried
using multiple variables including proposed use, size, and rehabilitation expense. However, the
database is limited to those projects awarded tax credits since 1995; the year in which the
searchable database became operational. The searching strategy was designed to include only
27 Heritage Preservation Services, "What We Do", June, 2002 <http://www2.cr.nps.gov/whatdo.htm>
28 Torto Wheaton Research, "About TWR", July, 2002
<http://www.twr.com/default.aspx? _title=Pu blicHom e>
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buildings that were put into service for office use, and were a minimum of 30K square feet in
size. The minimum size requirement was set to eliminate historic buildings that would not
subsequently meet TWR's minimum size stipulation for inclusion in its research database.
Additionally, a minimum rehabilitation expense of $1M was established to exclude projects that
would not likely have undergone a comprehensive rehabilitation. This exclusion was based on
the assumption that a full rehabilitation would be required to compete with modern buildings in
terms of updating and amenities. All of the states in the U.S. were queried with this strategy,
generating a list of 105 properties.
Access to Torto Wheaton Research information was generously granted by Dr. William C.
Wheaton, principal of the company and professor of economics at MIT. The list of 105 historic
buildings compiled from the HPS database was compared against those tracked by TWR,
generating a list of twenty-six properties located within fifteen different metropolitan markets in
thirteen states. Once matched, the quarterly gross and net asking rents as well as the
occupancy history for each rehabilitated office building was collected and documented.
Once the set of rehabilitated properties was established, a control set of data from comparable
properties in each zip code was collected. A zip code level analysis, as opposed to a city-wide
analysis, was employed to determine the competitive set, as buildings within the same or
adjacent zip codes are more likely to share salient features such as location appeal, local
amenities and proximity to public transportation. These properties were again drawn from
TWR's online search engine. The bounds for inclusion specified that buildings range in size
from 30K to 2M square feet in size, and were built between the years 1940 and 2004. After a
series of trial and error searches, it was determined that an upper limit of 2M square feet was
sufficient to include all relevant, competitive buildings. The year 1940 was set as the lower
threshold for construction completion to ensure that no historic building qualifying for
rehabilitative tax credit would be included in the competitive set. This search strategy was
reiterated to produce competitive market information for each historic building in the study. Each
market report averaged the rental rates and occupancy data for buildings in the competitive set
for all of the years in which data was available. In most cases, quarterly information was
available from the year 1987 to 2004. However, only data from 1988 to 2003 was reported in
this study as the years 1987 and 2004 provided incomplete annual information. All quarterly
data was converted into annual data and recorded as the market set against each
corresponding historic property in an Excel spreadsheet.
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The performance of the historic set was measured against the competitive market set on the
basis of three parameters: rental rate, occupancy rate, and rent capture rate29• The historic data
for the rehabilitated properties and the market set is charted in the Data chapter of the study.
The data for each historic property was subsequently averaged to determine its level of
performance both before and after its rehabilitation. These averages were collected and
averaged again to draw a conclusion about the performance of historic office buildings as
compared to their modern comparables.
29 Rent capture is the term employed to describe the occupancy rate times the rental rate in any given
year. This is a critical measure of the success of the asking rent as disproportionately high rents
unable to attract tenants are unsubstantiated.
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DATA30
30 Unless otherwise noted, all highlighted cells in city data tables indicate post rehabilitation years. In the
data summary sheet, highlighted cells indicate instances where the historic property outperformed the
com petitive set.
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DATA SUMMARY
Houston, TX - Zip Code 77002
In the Houston market, two buildings have been rehabilitated since 1995 utilizing the historic tax
credit that meet the criterion for inclusion in this study; 405 Main Street and 917 Franklin Street.
405 Main Street, an 85,357 square foot structure, was rehabilitated and placed in service in
2001. 917 Franklin was reintroduced into service in 2000 and is a 45,000 square foot building.
The competitive set consists of thirty-nine buildings totaling approximately 27M square feet.
Prior to rehabilitation, 405 Main Street's rental rates underperformed the market by an average
of 27% over eight years. While still underperforming after its rehabilitation and placement in
service, the building's rental rate per square foot rapidly climbed to within 5% of market rates.
In terms of occupancy, 405 Main Street posted above-market rates in four of the eight years
reported prior to rehabilitation. After rehabilitation, the building was quick to regain substantial
occupancy, but was still underperforming in two of the three years reported. Notably, the last
year for which data was collected, 2003, 405 Main Street's occupancy performance was directly
parallel with the market. With regard to rent capture, 405 Main Street was underperforming by
28% prior to rehabilitation and by 12% after rehabilitation on an annualized basis. Importantly,
rent capture in 2003 outperformed the market by 4%, indicating that the building may only now
be gaining momentum and market traction.
917 Franklin Street fared significantly better than 405 Main Street in rental performance beating
the market by an average of 6% after rehabilitation. In 2002 and 2003, the building posted
above market returns that bolstered the below market returns seen in 2000 and 2001. 2003
proved to be an incredible year for 917 Franklin Street in rental performance with rates a full
24% above the market. Annual occupancy rates, however, have been less than incredible since
2000. From 1993 - 1999, Franklin Street's occupancy rates were 63% below the competitive set
on average. Post-rehabilitation, that number was still an unimpressive 40% below market on
average. However, when evaluated chronologically, the building displayed impressive annual
gains and occupancy paralleled the market exactly in 2003. Since its rehabilitation, annualized
rent capture has been 33% less than the market. These numbers are tempered, however, by
the significant gains witnessed in 2003 that appear to have outperformed the market by 23%.
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Indianapolis, IN - Zip Code 46204
In Indianapolis, two buildings met the criterion for inclusion; 54 Monument Circle and 20 N.
Meridian Street. These were compared against market data for 32 properties accounting for
approximately 7.8M square feet of office space. 54 Monument Circle, a 114,725 square foot
office building, was rehabilitated and placed in service in 1998. 20 N. Meridian Street, a 118,660
square foot structure, was rehabilitated and returned to service in 1999.
Following rehabilitation, 54 Monument Circle experienced a surge in rental performance that
elevated its 13% under market annual average prior to 1998 to 30/0above market after 1998.
The building's rental rates beat the market in four out of five years observed since its
rehabilitation. Monument Circle's occupancy rates have also been consistently strong from 1998
- 2002 beating the market in each of those five years by an average of 8%. In 2002, the last
year for which data was available, the building's occupancy rates were a full 17% above market.
Monument Circle's annual occupancy rates prior to rehabilitation averaged 3% below market.
As a result of strong rental and occupancy rates, the rent capture for 54 Monument Circle has
averaged 11% over market since 1998 and was 24% over market in 2002. This is a
considerable increase from occupancy rates averaging 11% below market prior to rehabilitation.
20 N. Meridian Street did not perform as well as 54 Monument Circle in terms of rental or
occupancy rates. Meridian Street's average annual rental rates underperformed in the market
by 9% after the building's reintroduction to service. However, this number is far more impressive
than the 31% below market rental rates posted prior to rehabilitation. Surprisingly, the building's
occupancy rate plummeted from 11% under market to 22% under market post rehabilitation. As
a result of these performance measures, the rent capture for this building averaged 24% under
market from 1999 - 2002.
Washington, D.C. - Zip Code 20005
In Washington, D.C., the performances of two historic buildings in the 20005 zip code, 725 15th
Street, NW and 1401 K Street were evaluated against the market performance of seventy-five
other buildings totaling 15.6M square feet. 725 15th Street NW, a 31,500 square foot office
building, was rehabilitated and placed in service in 2001. 1401 K Street, NW, a 125,000 square
foot structure, was rehabilitated and placed in service in 1997.
43
The rental rates reported for 725 15th Street have been significantly under market both prior to
and immediately following the building's renovation. Annual rental rates dropped from an
average of 34% under market before 2001 to an average of 41% under market after 2001. In
the three years following the building's placement in service, the building's rental rate
performance improved little and is likely the result of extremely high occupancy that locked in
under market rents. Occupancy rates were very healthy both before and after 2001, but gained
significant strength after the building was rehabilitated posting at 10% over market. The high
occupancy rates could not offset the low rental rates in terms of rent capture. As a result, the
building's rent capture rates were 350/0under market annually on average. This is a decrease
from 330/0under market prior to rehabilitation.
1401 K Street did not perform better than 725 15th Street overall despite its better performance
in rental rates. Prior to rehabilitation, 725 15th Street was actually out performing the market by
23% on an annual basis. This figure fell to 12% under market after the building was put back
into service in 1997. Since then, the building has only beaten the market in two of the last seven
years evaluated. Under performing occupancy rates averaging 21% below market during this
time have not helped the building's overall performance and the resulting rent capture rates
directly equal the dismal 350/0 under market performance reported for 725 15th Street. This
figure, however, is a marked improvement from the 89% below market figure reported before
the building was rehabilitated.
Baltimore, MD - Zip Code 21202
Three historic buildings were evaluated in the 21202 zip code and compared against a
competitive set of twenty-four buildings totaling approximately 5.5M square feet. The first
historic building, 33 S. Gay Street, a 32,220 square feet office structure, was estimated to have
been put in service in 2002 given the occupancy data collected. The exact year was not
reported. The second historic building, 31 Light Street, a 39,480 square feet office building, was
placed in service in 1997. The third historic structure, 231 E. Baltimore Street, a 108,723 square
foot building was placed in service in 2000.
33 S. Gay Street was found to under perform in terms of rental, occupancy, and rent capture
rates both before and after its rehabilitation. After its placement in service, Gay Street's annual
rental performance as compared against the market climbed from a 490/0under market average
to a 36% under market average. On an average annual basis, the building's occupancy jumped
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from 22% below market to 2% below market. However, a positive performance of 17% above
market was posted for 2003. In terms of rent capture, 33 S. Gay Street performed 38% below
market on average once placed in service. This is an improvement from the 61% under market
reported prior to rehabilitation.
31 Light Street performed somewhat better than 33 S. Gay Street. The building's rental rate
average was 24% under market once placed in service, up from 38% below market prior. Its
occupancy rates were market beating in each of the seven years after rehabilitation and
averaged 100/0above market during that time. However, this is a reduction from its occupancy
performance prior to rehabilitation when the building outperformed the market by 390/0.The rent
capture calculated for 31 Light Street was approximately 17% below market and has been
consistent since 1997.
231 E. Baltimore Street performed the worst of the three buildings evaluated in this market. The
building's reported rental rates were 38% below market on average after its placement in
service faring little better than the 45% below market average reported prior to rehabilitation.
Baltimore Street's occupancy rates were also under performing both pre and post rehabilitation
at 400/0 under market and 21% under market, respectively. When evaluated year by year,
however, the occupancy rates appeared to be improving from 2000 - 2003 with the 2003 rates
only 2% below market. Overall rent capture improved from 70% below market annually on
average prior to rehabilitation to 51 % below market annually on average post rehabilitation.
Philadelphia, PA - Zip Codes 19102 and 19107
Two markets were evaluated in Philadelphia as two qualifying historic buildings in distinct zip
codes have utilized the historic tax credit since 1995. The first building, 1401 Arch Street, is
located within the 19102 zip code market and the second, 833 Chestnut Street, is located within
the 19107 zip code market. 1401 Arch Street was placed in service in 2000 and is 219,500
square foot office structure. The competitive set in the 19102 zip code includes six office
properties totaling 570K square feet. 833 Chestnut Street was placed in service in 2003 and is a
727,000 square foot property. The competitive set in the 19107 includes seven properties
totaling approximately 1.2M square feet.
1401 Arch Street proved to be the stronger performer despite achieving rental rates that
averaged 7% below market once placed in service. Prior to rehabilitation, the building's rental
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rates were averaging 380/0 below market. The building's occupancy rates were strong both
before and after rehabilitation and actually dropped from 25% above market to 13% above
market. Arch Street's rent capture rates have been outperforming the market by 60/0annually on
average since 2001. Prior to 2000, the rent capture rate was averaging 38% below market.
833 Chestnut Street did not perform as well as 1401 Arch Street despite impressive, market-
beating rental rates posted both before and after its placement in service. From 2000 - 2003,
Chestnut Street's rental rates averaged 330/0higher than those reported for the competitive set.
Prior to rehabilitation, that figure was 80/0 higher than the competitive set. Average annual
occupancy rates dropped from 9% below market to 34% below market after rehabilitation
resulting in a drop from 30/0 below market to 12% below market in rent capture following
rehabilitation.
Kansas City, KS - Zip Code 64105
Two office buildings meeting the study's criterion were restored in Kansas City utilizing the
historic tax credit since 1995; 127 W. 10th Street and 1004 Baltimore Ave. The years in which
127 W. 10th Street and 1004 Baltimore Ave. were placed in service were not reported but are
assumed to be 2003 for both given the buildings occupancy data. 127 W. 10th Street is a
248,180 square foot building and 1004 Baltimore Ave. is a 119,070 square foot building. Within
the 64105 zip code, sixteen properties totaling approximately 4.7M square feet comprise the
competitive set.
Once rehabilitated, 127 W. 10th Street did not dramatically benefit from improved rental
performance. The building was under performing by 22% in the rental market prior to
rehabilitation and under performing by 170/0 after the building was placed in service. Its
occupancy performance was strong both before and after rehabilitation posting occupancy rates
that exceeded the market by 4% and 11%, respectively. The occupancy rates were able to
slightly offset the low rental rates and resulted in a rent capture rate that averaged 100/0below
the market after rehabilitation as opposed to 30% below market on average before it.
The results were largely similar for 1004 Baltimore Ave. as rental performances were nearly
identical before and after its replacement in service. The building's occupancy rates after
rehabilitation were 10% above the market on average, and rates prior to rehabilitation were 9%
below the market on average. As a result, 1004 Baltimore Ave.'s average annual rent capture
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was 12% below market after 2002; a large improvement from the 30% below market rate prior
to 2002.
Dallas, TX - Zip Code 75201
One historic building in the Dallas market meeting the standards for inclusion in this study, 1623
Main Street, was rehabilitated for tax credit in 1998. Information pertaining to this building was
limited to occupancy data after 1998. 1623 Main Street is a 250,778 square foot office building
and was placed in service after rehabilitation in 1999. Occupancy rates of fifty office properties
totaling approximately 22.3M square feet comprise the competitive set.
1623 Main Street was found to outperform the competitive set on the basis of occupancy both
prior to and after its placement in service. In 1998, the building posted annual occupancy rates
that were 36% above market on average. From 1999 - 2003, that figure had jumped only
slightly to 400/0above market and was relatively consistent at that rate.
Los Angeles, CA - Zip Codes 90014,90013, & 90057
One building meeting the initial criterion for inclusion in the study was rehabilitated in Lost
Angeles for tax credit during the study period. 818 S. Broadway is a 97,500 square foot building
that was placed in service in 2000. Rental rate information pertaining to this building is limited to
data documenting its performance after its placement in service. Occupancy data dates back to
1994. The competitive set for this building is spread over three, physically adjacent zip codes,
90013, 90014, 90057, and includes seven buildings totaling approximately 2.3M square feet.
Three zip codes were necessary to generate a minimum threshold of four competitive properties
required by the TWR search engine to perform analysis.
818 S. Broadway's rental rates have underperformed in each of the four years for which data
was available. Despite averaging 44% below market, performance on an annual basis has
made consistent improvement. Occupancy rates were largely positive and beat the market by
an average of 19% prior to the building's rehabilitation. Once placed in service, however, that
number has plummeted to 28% below market. As a result, rent capture from 2000 - 2003 has
averaged 60% below market.
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Seattle, WA - Zip Code 98104
In the 98104 zip code, only one building meeting the study's criterion has been rehabilitated
since 1995. 506 2nd Ave. is 250,000 square feet in size and was placed in service in 2000.
There are twenty-one properties in the competitive set totaling approximately 8.7M square feet.
506 2nd Ave. was shown to under perform on the basis of rental rate, occupancy rate, and rent
capture rate both before and after its rehabilitation. Annual rental rates prior to rehabilitation
were 38% below those posted for the competitive set on average. From 2000 - 2003, that figure
increased marginally to 26% below market rate. Annual occupancy data has been relatively
consistent and averaged 2% below market from 1988 - 1999, and 30/0 from 2000 - 2003.
Combining the rental rate and occupancy performance measures, the rent capture rate
averages 39% under market prior to rehabilitation and 29% below market after rehabilitation.
Portland, OR - Zip Codes 97205 & 97209
Two historic properties meeting the study's criterion have been rehabilitated in the Portland
market since 1995. The first, 920 SW 6th Ave., a 265,366 square foot building, was placed in
service following rehabilitation in 2002. The building's competitive set in the 97205 zip code
includes six properties totaling 913K square feet. The second building, 234 NW 5th Ave., is
79,442 square feet and was placed in service following rehabilitation in 2001. Information
pertaining to this building is available only from 2000 - 2003. The competitive set in zip code
97209 includes thirteen properties totaling approximately 1.1M square feet.
Little difference exists between 920 SW 6th Ave.'s rental performance prior to and following
rehabilitation as measured against the market. The former underperformed by 15% annually on
average and the later underperformed by 12% annually on average. The building's occupancy
rates have been consistently strong and outperformed the market both before and after the
building's placement in service in 2002. From 1998 - 2001, annual occupancy rates beat the
market by 3% on average. From 2002 - 2003, that figure climbed to 14%. This strength in
occupancy rates allowed the building's average rent capture rate to nearly equate the market's
average rent capture rate from 2002 - 2003. Notably, in 2003, 920 SW 6th Ave. did eclipse the
market by 40/0in terms of rent capture rate.
After its placement in service in 2001, 234 NW 5th Ave. regressed from market-beating
performances to below market performances in all categories. In 2000, the reported rental rates
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exceeded the market by 30/0. From 2001 - 2003, that figure declined to 40/0 below market
annually on average. Occupancy rates in 2000 were 60/0above the market and declined to an
average of 17% below market from 2001 - 2003. The building's capture rent suffered during
this period as well and dropped from 9% above market to an average of 17% below market from
2001 - 2003.
San Francisco, CA - Zip Codes 94105 & 94133
In the City of San Francisco, two buildings in different zip codes meeting the criterion for
inclusion in this study have been rehabilitated for tax credit since 1995. The first building, 612
Howard Street, a 61,200 square foot office structure, was rehabilitated and placed in service in
1999. The competitive set for zip code 94105 includes 43 office properties totaling
approximately 15.5M square feet. The second building, 1 Beach Street, is 94,969 square feet
and was rehabilitated in 1998. Within zip code 94133, the competitive set includes eight
buildings with a total net rentable area of 565K square feet.
612 Howard Street experienced dramatic improvement in both its rental and occupancy rates
after it was reintroduced to the market in 1999. Prior to 1999, the building's annual rental rates
were 61% below market on average. From 1999 - 2003, those rates were exactly competitive
with the market. Average annual occupancy rates were, at 760/0 under market, significantly
below those posted for the competitive set before the building was rehabilitated. Once the work
was complete, average annual occupancy rates were also exactly competitive with the market.
Importantly, occupancy rates have grown stronger each year and were beating the market in
2002 and 2003 by 3% and 7%, respectively. Rent capture after 1999 was also directly
consistent with the market; an astounding improvement from the 91% below market rent capture
recorded prior to that time.
Following rehabilitation,1 Beach Street has not reclaimed the above-market rents that it had
prior to completion of the work. The building dropped from an impressive 14% advantage over
the competitive set, on average, to a 14% disadvantage in rental rates. Beach Street's
occupancy rates have suffered a similar fate declining from 6% below market on average prior
to 1998, to 25% below market on average after 1998. As a result, rent capture after the
building's rehabilitation averages a dismal 460/0under market on an annual basis from 1998 -
2003. This is unusual given the positive rent capture observed prior to this time that averaged
11% above-market each year.
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San Jose, CA - Zip Code 92113
Since 1995, one building in San Jose meeting the study's criteria has applied for and been
granted historic tax credits. 84 S. 1st Street, a 54,132 square foot office building, was
rehabilitated and placed in service in 1999. Within the 92113 zip code, thirty-three buildings
comprise the competitive set totaling approximately 4.9M square feet of office space.
Since the building's reintroduction to service, 84 S. 1st Street has suffered marginally in terms of
average annual rental rate. From 1988 - 1998, 1st Street's rental rates were only 10% below
those reported for the competitive set. That figure dropped to 140/0below market from 1999 -
2003. Occupancy, however, gained considerable ground and average annual occupancy rates
jumped from 63% below market to 100/0above market. These occupancy rates are responsible
for the rent capture rates that are only 20/0 below the competitive set on average after the
building was rehabilitated. For the preceding decade, that figure was 65% under market.
Salt Lake City, UT - Zip Codes 84101 & 84111
Three historic office buildings in Salt Lake City fitting the study's profile have been rehabilitated
for tax credits since 1995. The first, 414 W. 300 South Street, is an 80,000 square feet office
property located within the 84101 zip code. The building was rehabilitated and placed in service
in 1999. The competitive set includes twenty-two buildings totaling approximately 3.0M square
feet. Both 341 S. Main Street and 32 E. Exchange Place are located in zip code 84111, which
has 32 buildings in its competitive set totaling approximately 4.0M square feet. 341 S. Main
Street is a 51,453 square foot building that was placed in service in 1996. 32 E. Exchange
Place, a 47,662 square foot structure, was placed in service in 1999.
414 W. 300 South Street experienced little difference in rental rate performance following its
rehabilitation. In 1998, the only year for which data was available prior to rehabilitation, rental
rates 3% below the market were reported for the building. From 1999 - 2003, that figure had
increased only marginally to 2% below the market. However, in terms of occupancy, the building
outperformed the market both before and after its rehabilitation. Prior to 1999, reported annual
occupancy rates were 10% above the market on average. The number climbed to 16% from
1999 - 2003. Rent capture for both periods was also largely positive increasing from a healthy
70/0above market to 13% above market.
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Neither 341 S. Main Street nor 32 E. Exchange Place performed as well despite improving their
rental, occupancy, and rent capture performances after their reintroduction into service. Main
Street's annual rental rates, on average, were 28% under market prior to 1996. After 1996,
reported rental rates were still lagging the market by 17% on average. Main Street's annual
occupancy rates improved more dramatically and averaged 50/0 above the market after the
building's reintroduction into service. This is a marked improvement from the 35% under market
occupancy rate reported prior to 1996. Annual rent capture rates were unable to meet or beat
the competitive set either before or after the building's rehabilitation and were reported to be
52% and 11% under market, respectively.
32 E. Exchange Place experienced a marginal increase in rental rate performance, increasing
its annual average rate from 30% under market to 13% under market after the completion of its
rehabilitation. The same is also true of the building's annual average occupancy rate which
increased from 690/0 under market to 43% under market. These indicators of extreme
underperformance combine to an unimpressive annual rent capture average that is 50% under
market following the building's placement in service. This is a large improvement, however, from
the 780/0under market performance documented prior to 1995.
Boston, MA - Zip Code 02215
One historic structure fitting the study's parameters has been rehabilitated for tax credit in the
City of Boston. 155 Brookline Ave., a 985,000 square foot office building, was placed in service
in 2000 after a long hiatus from productive use. As a result, information pertaining to its
performance prior to 2000 is unavailable as is competitive market information for the years 2000
and 2003. The competitive set includes four office properties with a combined total of 273K
square feet.
Despite limited data, market beating rental rates were reported for 155 Brookline Ave. in 2001
and 2002 that averaged 95% above the competitive set. The building's annual occupancy rates
from 2000 - 2003 were slightly below the market and averaged 50/0under market once put in
service. However, this underperformance in occupancy was buoyed by the remarkably strong
rental rate average that resulted in an average rent capture rate that outperformed the market
by 83%) in 2001 and 2002.
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Charlotte, NC - Zip Code 28203
One building meeting the criterion for inclusion in the study has been successful in attaining
federal tax credits for historic rehabilitation. 1300 S. Mint Street, a 33,600 square foot office
building, was reintroduced into service in 2000. The competitive set in the 28203 zip code
includes four office properties totaling a combined 239K square feet of office space.
Once put in service, Mint Street's annual rental rate performance declined from an average of
120/0 above market to 1% below market. Occupancy rates remained consistently high while the
market appeared to soften between 2000 and 2003 enabling to property to outperform the
competitive set by an average of 20%. Prior to 2000, that figure was only 4% above market
despite near 100% occupancy. Both before and after the building's rehabilitation, Mint Street's
rent capture outperformed the market, posting annual averages of 160/0 and 180/0, respectively.
Summary
Based on average annual rental rate, only five of the twenty-six historic buildings (190/0)
evaluated in this study performed as well as or better than the market following rehabilitation.
Collectively, the buildings' annual rental rates fell 90/0 below the market on average. However,
when the historic set is evaluated on the basis of rental performance for only the most recent
year for which data is available, typically 2003, the percentage of properties performing at least
on par with the market jumps to 33%. On average, the historic buildings were underperforming
the market by only 40/0 in this year, indicating that the set is gaining ground.
Average Rental Rate Performance Rental Rate Performance of the Historic Set in the
of the Historic Set Post Rehabilitation Most Recent Year for Which Data Was Available
Rental Rate Performance Rental Rate Performance
100...., I = Market. Unde< Markel J ~ I = Mar1<el • Unde< Markell
VI-A VI-B
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Occupancy Performance of the Historic Set in the
Most Recent Year for Which Data Was Available
In terms of average annual occupancy, thirteen of the twenty-six (50%) historic buildings
performed as well as, or better than, the competitive set in their respective markets after their
reintroduction into service. During this period, the combined average of the historic set
underperformed the market by only 40/0. When evaluated for occupancy performance in the
most recent year for which data is available, it was found that 65% of the historic set was
outperforming the market. On average, the entire historic set was outperforming the market by
4% over the same period.
Average Occupancy Performance
of the Historic Set Post Rehabilitation
Occupancy Performance
Ie OI.er I = Man..et • Under Mar1<et I
VI-C
Occupancy Performance
Ie OI.er I = Man..et .~
VI-D
Only seven historic office buildings (28%) beat the market in average annual rent capture post
rehabilitation and the average rent capture of the complete historic set was a full 15% below
their respective competition. The portion of the sample outperforming the market grew to 38%
when only the last year for which rent capture information was available was evaluated. In this
last year, the historic group underperformed by only 2% and this is the result of significant
market gains in both the rental rate and occupancy categories during the same period.
Average Rent Capture Performance
of the Historic Set Post Rehabilitation
VI-E
Rent Capture Performance
•
le OI.er I =Market. Uncler Mar1<el j
Rent Capture Performance of the Historic Set in the
Most Recent Year for Which Data Was Available
VI-F
Rent Capture Performance
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CONCLUSION: The data analyzed in this study does not support the initial hypothesis
stipulating that historically registered office buildings command higher rents and attain greater
occupancy rates on the basis of their aesthetic and architectural appeal. In fact, with the
exception of a few outliers, the data supports the contrary finding that rehabilitated historic
buildings garner lower rental and occupancy rates, on average. Determining the etiology of this
underperformance will require the collection of more subject specific information, such as
proximity to public transportation, parking availability, and elevator count. Without this data, only
more general observations can be offered to explain the occupancy and rental rate results. This
data limitation, along with the limited time of service for historic properties with available data,
suggest that this analysis should be repeated ten years hence to confirm or challenge these
initial results. Documented performance in the most recent year for which data is available for
each building suggests that future performance may confirm the study's hypothesis that historic
office space does garner higher rental and occupancy rates than its modern competitors.
Occupancy Results
Despite the validity of the data, it is important to recognize that the blended average occupancy
rates observed in this study are not accurate indicators of long-term performance as each
building undoubtedly required a significant degree of vacancy before rehabilitation work could
commence. Additionally, in the years immediately following a historic building's placement in
service, occupancy rates commenced at zero in many cases, giving the appearance of extreme
under-performance. Considering the market beating occupancy performance demonstrated by
the historic set in 2003, it is fair to conclude that the clearing and re-tenanting of these buildings
has diluted the occupancy performance reported in this study. Despite this, half of the historic
set was able to perform equally with or outperform the market once placed in service suggesting
that a repeat of this study ten years from now would find that average occupancy rates had
grown to equal or exceed those reported for the competitive set.
Rental Rate Results
The underperformance seen in rental rates across the historic set can be explained by
numerous factors, many of which are specific to the individual buildings. Frequently,
rehabilitated, historic office buildings are recognizable structures that contribute to a city's
identity within a downtown commercial core. In many instances, those buildings are tenanted by
public offices unable to pay rents achievable by private companies. This was found to be the
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case in the IPLOB study performed in the UK. Alternatively, many buildings may be owner-
occupied, prompting rents high enough to cover debt service and operating costs, but
insufficient to generate market returns. It is also reasonable to conclude that owners of
rehabilitated historic buildings are placated by the up-front cost alleviation of the tax credit and
therefore focus their efforts on occupancy rather than rent maximization. If these initial tenants
secure long-term leases, the buildings may be locking in long-term under market rents. If
historic building owners are, in fact, accepting lower than market rents, but are still able to
achieve satisfactory total returns because of lower up-front costs, then the tax credit may be
masking the true market value of the building.
Test of Validity
Given the volume of applicants, often repeat applicants, rehabilitating office buildings for tax
credit each year, it can be deduced that the total returns from historic office building investment
are roughly equivalent to those from new office building investment. It has also been shown by
Donovan Rypkema that the initial costs of putting a historic building in service nearly parallel
those of putting a new building in service. Therefore, in order for the total return from historic
buildings to equal that of the market after successful acquisition of the tax credit, initial costs
must be less by 15% as rent capture in this study was proven to be 15% below market on
average.
By applying the dollar for
dollar tax credit against
qualifying rehabilitation
expenditures, those
expenditures must
approximately 700/0 of the
total cost of the project in
order for the tax credit to
effectively reduce total
initial costs by 15%.
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although untested, ratio VII-B
of acquisition to rehabilitation costs would be 60/40. Applying the 20% tax credit to 40% in
rehabilitation costs yields 8%, suggesting that initial costs for historic rehabilitation projects
should be only 92% of the market's initial costs for new product. Therefore, rent capture should
be no more than 8% under market as well. Indeed for the most recent years data, rehabilitated
structures yield only 2% below market. If this performance is shown to continue with subsequent
evaluation of performance, then the hypothesis will be confirmed.
Test Repeat
It is critical that this study be re-cast in ten years to truly represent the steady-state rental rate
and occupancy performances of historic buildings following rehabilitation. Given the short
duration of service following rehabilitation, and likely dormancy prior to rehabilitation, it would be
premature to extrapolate these data to predict future performance. As demonstrated in the
"Investment Performance of Listed Office Buildings" study, the listed set experienced extreme
volatility. Data for buildings in any given subset of years frequently failed to correlate with true,
long-term performance. Only with the compilation of twenty-one years of data was it
demonstrated that the listed buildings in London outperformed the market. This suggests that
investment in historic buildings is best suited to a long-term investment horizon. It is likely that
subsequent testing will show a rise in both rental and occupancy rates, yielding a rent capture
rate that is no less than 8% below the market, and potentially much greater.
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Tax Credit Considerations
If this study is re-cast in
ten years and
demonstrates continued
under-performance of
150/0 or more in rent
capture, then the 20%
tax credit allocation may
require reinvestigation .
Such persistent under-
performance, would
suggest that the tax
credit rate is too low to
encourage profitable historic rehabilitation. If, as this study has suggested, a 200/0 tax credit is
sufficient to equilibrate historic buildings whose subsequent rent capture is no less than 8°1o
below market, then that percentage is decidedly insufficient to equilibrate historic buildings
performing at 15°/0 below market. Assuming, again, that realistic rehabilitation costs are
approximately 40°/0 of a project's total costs, then a 38°10 tax credit is required to reduce initial
costs to 85°/0 of the markets and allow total returns to be equivalent.
It is strongly suggested that the National Park Service begin to require annual submission of a
building's rental rate and occupancy performance by applicants issued the Historic
Rehabilitation Tax Credit for a period of at least ten years following a building's placement in
service. While this would require significant work by NPS and incur the ire of applicants, it is
critical that records demonstrating the effectiveness of the tax incentives be maintained to
defensively protect its place in the future.
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Suggestions for Further Research
There are many opportunities to expand upon and refine the findings of this study. Assumptions
were made about the initial costs of rehabilitation and placement of a historic building back into
service, the ratio of acquisition to rehabilitation costs, and the etiology of the under market rents
posted by the historic set. Each of these assumptions has yet to be investigated and tested for
validity.
True initial costs of rehabilitating historic office buildings could most accurately be assessed if
property owners opened their books to reveal them. As this is unlikely to happen, initial costs
could also be determined by combining acquisition price, publicly available in most states, with
the final, qualified rehabilitation expense required to be submitted to NPS by each applicant
seeking tax credit. This total would not include unqualified expenses such as landscaping, but
would be approximate. By collecting this information, a more exact ratio of acquisition to
rehabilitation expenses could also be determined.
The cause of the under market rents could be determined quantitatively by assembling and
comparing a list of amenities offered by each historic building against those offered by the
competitive set. A regression analysis could be performed to calculate the value of amenities
unavailable in historic buildings that could account for any underperformance. If amenity
packages offered by both historic and newer, competitive buildings were found to be equivalent,
then historic building owners could be surveyed to determine why they are pricing their space at
under market rents.
In conclusion, there is still much work to be done before there is a full understanding of the
economics of preservation as it relates to investment. It is a subject as deserving of attention as
any investment vehicle, and perhaps more so, given the unquantifiable benefits it bestows upon
all who enjoy the unique sense of place maintained through preservation.
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APPENDIX A31
Houston, TX
Houston Office Market - Gross Rental Performance
(Zip Code 77002)
25
LL
In
no
C
CD
0::
1/1
1/1o
l;
5 < •••••••••• 00 <0 ••••••••••••••••••••••••••••••••••••••••••••••••••••••••••
o
1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
120.
-405 Main Street -'-917 Franklin Street --Market
Houston Office Market - Occupancy Performance
(Zip Code 77002)
CD-.;
0::
>.o
c::
III
C.
:l
o
o
o
100
80
40 .
20 .- .
o
1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
31
-405 Main Street -'-917 Franklin Street --Market
Enlarged icons in graphs represent the year each building was placed in service following rehabilitation. Dotted
lines indicate instances where data was assumed.
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Houston Office Market - Rent Capture Performance
(Zip Code77002)
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Indianapolis, IN
Indianapolis Office Market - Gross Rental Performance
(Zip Code 46204)
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Indianapolis Office Market - Rent Capture Performance
(Zip Code 46204)
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Washington, DC
Washington DC Office Market - Gross Rental Performance
(Zip Code 20005)
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Washington DC Office Market - Rent Capture Performance
(Zip Code 20005)
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Baltimore Office Market - Gross Rental Performance
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Philadelphia Office Market - Gross Rental Performance
(Zip Code 19102)
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Kansas City - Rent Capture Performance
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San Francisco Office Market - Rent Capture Performance
(Zip Code 94105)
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San Francisco Office Market - Occupancy Performance
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San Jose, CA
San Jose Office Market - Gross Rental Performance
(Zip Code 95113)
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Salt Lake City, UT
Salt Lake City Office Market - Gross Rental Performance
(Zip Code 84101)
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Salt Lake City Office Market - Rent Capture Performance
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Boston Office Market - Gross Rental Performance
(Zip Code 02215)
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Charlotte Office Market - Net Rental Performance
(Zip Code 28203)
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